The countries of the Arab League paint a diverse picture of economic (and social) performance and export-earnings performance. While Arab countries have formed numerous alliances for one reason or another, the League of Arab States, more popularly known as the Arab League, is the dominant one. One can, however, see a social, political, economic development divide among them. Focusing on the export performance of these countries during the period from 1988 through 2012, we examine stability of export earnings as well as exports' risk-return profile. The single index model from the modern portfolio theory is used for empirical examination. The results indicate that these countries exhibit a corresponding performance divide for export-earnings. The oil and natural gas exporters show a much higher sensitivity than non-oil exporters. Exporters with a higher proportion of manufactured products show a much lower sensitivity. Examination of risk-return tradeoff reveals a more complicated picture: Qatar, UAE and Bahrain show the highest Sharpe ratio which is a measure of performance based on total fluctuations whereas Lebanon, Jordan and Tunisia show the highest Treynor ratio which is a measure of performance based on market-fluctuations. The study concludes that different socioeconomic development policies are needed for developed and developing countries of the Arab League. Several structural challenges facing these countries are pointed out and discussed to improve economic and export performances. These challenges can be overcome only with sustained resolute action emanating from the highest level of political control.
Introduction
The League of Arab States (LAS), more commonly known as the Arab League, is 
United Arab Emirates (UAE), and (22) Yemen. This formal bloc must be distinguished from the group of countries called Middle East and North Africa (MENA). MENA has no well-accepted definition and the acronym is often used in academic, military planning, and disaster relief. Wikipedia's list includes 18 countries (http://en.wikipedia.org/wiki/MENA). The World Bank, on the other hand, has a directorate devoted to MENA and it (http://www.worldbank.org/en/region/mena) defines the group to include 14 countries (1) Algeria, (2) Djibouti, (3) Egypt, (4) Iran, (5) Iraq, (6) Israel, (7) Jordan, (8) Lebanon, (9) Libya, (10) Morocco, (11) Syria, (12) Tunisia, (13) West Bank and Gaza (or Palestine State), (14) Yemen. MENA-8 is the World Bank's designation for eight developing countries (oil importers: Egypt, Tunisia, Lebanon and Jordan; oil exporters: Iran, Iraq, Yemen and Libya). The Gulf Cooperation Council (GCC) countries play a major role in MENA through aid, investment, tourism revenues and remittances. In some reports, however, the World Bank includes the GCC countries in MENA (http://documents.worldbank.org/curated/en/2014/10/20272046/mena-economic-monitor-corrosive -subsidies). 2 Pan-Arabism is an ideology advocating the unification of the Arab countries of North Africa and West Asia from the Atlantic Ocean to the Arabian Sea. Often this group is referred to as the Arab World. The ideology is closely connected to Arab Nationalism, which asserts that the Arabs constitute a single nation. Its popularity was highest during the decades of 1950s and 1960s. Advocates of pan-Arabism have often espoused socialist principles and strongly opposed Western political involvement in the affairs of the Arab world. The advocates sought to insulate the Arab World from outside forces by forming internal alliances for sociopolitical cooperation and, to a lesser extent, economic cooperation. (See Wikipedia at http://en.wikipedia.org/wiki/Pan-Arabism and references therein.) It also has among its purposes a close co-operation of the member States with due regard to the structure of each of these States and the conditions prevailing therein, in the following matters: Like LAS, the other alliances were motivated by a host of factors, though trade and development were not ignored. GAFTA, however, was formed explicitly as a trading bloc. The emphasis on trade and economic development must be considered important factors because not all Arab countries are oil-producing, not all
Arab oil-producing countries are members of OPEC, and lastly, not all nonArab oil-producing countries are members of OPEC 4, 5 .
While the LAS countries desire more trade and development, both of these goals depend on the countries' natural endowments and nurtured resources. The countries have striven for development on different fronts through numerous
organizations. An important element of economic development is exports.
In this paper, we wish to examine the performance of exports of the LAS countries. It would be quite tempting to examine the performance of GAFTA or CAEU or GCC. As we will see in the next sections, the exports of the LAS countries are widely different, yet some common themes emerge in that most of their exports are commodities (agricultural or extractive and intermediate goods).
Only a few countries have portfolios with a large contribution from manufactured products. The exports of the LAS countries need to be placed in a larger context for evaluation as will be shown in this paper. Neither the export earnings nor the volatility of exports or earnings can be evaluated in isolation; they must be evaluated together.
Our study is different from the literature on exports. We are examining the behavior of total exports of the countries belonging to a regional bloc. Currently, the Organization has a total of 12 Member Countries. 5 The other top 25 non-OPEC oil-producing countries are (1) Russia, (2) U.S., (3) China, (4) Mexico, (http://peak-oil.org/peak-oil-reference/peak-oil-data/production-and-peak-dates-by-country/) exports larger than 75% of total exports. The other countries export many more items. Because of the emphasis of the study, we need not be concerned about the causes of changes in total exports or about the changes in underlying currencies 6 or relative fluctuations in currencies or terms of trade. We are using aggregate numbers; therefore it is not necessary to try to separate the effects of quantity versus price. The results and interpretations thereof will be in broader terms too.
We show that the LAS countries exhibit an export-earnings or performance divide similar to their economic development divide. The oil and natural gas exporters show a much higher sensitivity than non-oil exporters. Exporters with a higher proportion of manufactured products show a much lower sensitivity.
Examination of risk-return tradeoff reveals a more complicated picture: Qatar, UAE and Bahrain show the highest Sharpe ratio whereas Lebanon, Jordan and Tunisia show the highest Treynor ratio. The study concludes that different socioeconomic development policies are needed for developed and developing countries of the Arab League.
The contributions of the paper are manifold. First and foremost is that the study employs a modern method, single index model, to evaluate the performance of exports of a prominent politico-economic bloc. The socio-politicoeconomic diversity of this bloc is immense, even though they are "united" by some form of ideology. Second, the study examines not only the stability of export earnings, but also the risk-return tradeoff of export portfolios. Third, the study juxtaposes developed and developing countries of the bloc. Fourth, the study provides in one single place most of the relevant socioeconomic indicators to evaluate the stage of development of constituent countries. Fifth, the study expostulates with the governments and authorities of these countries the policies necessary for the bloc to pursue either individually or as a group.
This paper is organized as follows. Section 2 discusses the global context of the exports of the LAS countries. Section 3 discusses the socioeconomic picture of LAS. Section 4 discusses the export sector of LAS. Section 5 discusses data, methods and hypotheses. Section 6 discusses results. Section 7 discusses implications for policies for the LAS countries and points out some caveats of this research. Section 8 discusses the challenges faced by the LAS countries. Section 9 concludes the paper.
Foreign Direct Investment & Exports Trends in the Global Context
Eight years after the start of the financial crisis in 2008, the global economy in 2016 is still struggling to recover its growth rate of the pre-crisis years. The growth rates in gross domestic product (GDP) for a large majority of the countries are on a slow recovery path, with an expected growth of less than three 6 We are aware that crude and petroleum products are quoted and traded in USD.
In 2016, several forces and trends, such as the "BREXIT" Referendum, are shaping a lower-than-expected rate of economic growth for several economic regions around the globe: (a) low commodity prices; (b) lower levels of global trade; and (c) lack of economic confidence, not to mention some of the problems and remedies of the financial crisis, viz., (d) house-price bubble and subsequent burst, (e) overleveraged individuals, households and institutions and subsequent deleveraging; (f) consumers reluctant to spend and banking institutions reluctant to lend; (g) corporations hoarding earnings and cash including huge borrowings from the bond markets. These trends started in the U.S. and spread globally and hardly a country was spared. They are affecting not only the LAS non-oil exporting countries but also the GCC oil-exporting countries. In particular lower prices for petroleum products and natural gas as well as geopolitical conflicts have hampered and are delaying the economic recovery for numerous LAS countries ( [6] drop to 1% compared to 6% prior to the oil collapse. Fiscal deficits are mounting, leaving the region with a deficit of 8% of GDP in 2015. … Growth in developing MENA countries will stay at 2% in 2015.
[The] World Bank is afraid that the deterioration in the fiscal situation in the Gulf States because of a prolonged slump in oil price would cause a deterioration in remittance outflows from the GCC countries to the rest of the region, mainly
Egypt, Yemen and Jordan. In addition, the World Bank is afraid that aid flows from GCC to the MENA countries may also decline 7 . While the LAS countries are diverse in sociopolitical dimensions, most of them may be classified as emerging economies and middle-income countries. For these countries to make economic progress, they need to overcome structural challenges some of which are poor education system, high unemployment, low female labor force participation, poor private sector development, low investments in innovation and R&D systems, weak governance, poor public sector, cronyism and nepotism, governmental protection against competition, widespread corruption. One of the traditional methods of meeting such challenges is through export sector. and Tunisia at 6%.
The broad categories while informative are not insightful. Table 3 provides top exports of the LAS countries. The top exports are defined to be not less than one percent of total exports of a country. Only the first exported item which is less than one percent is given in the table for comparison and is not included in the total given in millions of US dollars or in percentages. The diversity of exported items is revealing of the natural endowments and the industrial capabilities for intermediate goods. Oil-exporters, on the whole, have dominant epo- As we can see, the details give a finer and more insightful picture of a country's exports. Using data on trade and econometric methods, this paper addresses the questions of the stability of export earnings and performance of the export portfolios of the LAS countries. The next section paints a socioeconomic picture of the league.
The Socio-Politico-Economic Picture of the Arab League
One of the dimensions of the LAS countries has been their diverse approach and exposure to trends in globalization. Table 4 shows the globalization divide permeating the LAS countries. Table 4 Table 4 shows also the two remaining sub-indexes, viz., the social globalization index and the political globalization index. Table 5 continues to fill-in details of the socio-politico-economic picture. The The Global Innovation Index 2014 shows that the GCC countries such as Qa- All in all Table 4 and Table 5 paint a diverse picture of socio-politico-economic development across the countries of LAS.
The Arab League's Foreign Sector
Since the Arab Spring ( Table 2 showcases LAS's trade structure by product group. There is a clear dichotomy amongst exporting countries. Some the countries show a much higher degree of dependence on oil and natural gas exports than others. Iraq obtains close to 99 percent of its export earnings from oil whereas Tunisia obtains close to 74% from manufactured products. We also have countries that display a more balanced and diversified export portfolio such as Egypt and Lebanon. Table 2 showcases the very low levels of high-tech exports as a percentage of these coun- Intra-LAS trade amongst the members constitutes a very small percentage of these countries' total exports: around nine percent ( [30] ). Table 6 gives a comparison of trade among the LAS countries: The grand average for years 1990, 1995 and 2000 is around nine percent. While the oil and natural gas exporters can depend on a continually strong global demand for energy, the same cannot be said for other countries in the bloc. Regional consumption and investment necessary for the former are essential for economic development however defined. That we do not observe large intra-LAS trade is quite puzzling. Source: http://www.medea.be/en/themes/economy-and-trade/arab-free-trade-area-afta/. IAT = inter-Arab trade; ET = external trade.
Data, Methods, Hypotheses and Expected Results
This section discusses the data and statistical details for our study. We use the methods from modern finance. This method should help us evaluate the returns on exports in light of fluctuations of exports. Modern finance has developed measure of fluctuations as well as risk-return tradeoff ratios. We discuss the details of data, empirical methods, and hypotheses on world-trade-based fluctuations and performance ratios. The section concludes by detailing expected results.
Data
The sample consists of 21 countries (all the countries for LAS except Palestine For an average-price stock, however, the dividend amount is small enough to not make much difference in the time series of returns. Additionally the export trade numbers are in millions and there is nothing analogous to dividend in international trade. Therefore we call these percentage changes export returns or in short, returns. These export returns are used in the empirical methods described below.
Methods
We use a method from the Modern Portfolio Theory for the empirical work. The pricing model gives an investor the tool to evaluate the risk-return tradeoff so that the investor can determine whether a risky asset would provide a rate of return commensurate with risk borne. This risk-return tradeoff of a risky asset is measured against that of the market as a whole where a broad-based index of risky assets is used to represent the market.
The aforementioned pricing model permits conceptualization of risk in two different ways. The first measure is the standard deviation of returns; this is a measure of the total risk. The second measure is the beta; this is a measure of the 18 The equation of CAPM is given as average sensitivity of the returns of an asset to the returns of the market as a whole, i.e., the sensitivity to the fluctuations in the market. The total risk can be decomposed into the systematic risk and the unsystematic (also known as unique) risk. The beta is a measure of the systematic risk. The systematic risk is not diversifiable whereas the unique risk can be reduced by an optimal portfolio.
The systematic risk is often sought to be reduced by other risk-management tools and methods, e.g., options and futures. Whereas the CAPM is used in many contexts, the investment-related applications have used the empirical version of the CAPM. This is called the single index model (SIM) 19 . If we take the perspective of a country in the context of the global trade, then export diversification is one method of reducing the risk inherent in the country's export trade.
We refer the interested reader to Gouvea and Vora ( [35] ) who provide numerous citations to the application of SIM in various fields to demonstrate that the use of SIM to explore the topic of this study is well-established. We use SIM
in a direct way to analyze the performance of export portfolios.
We wish to assess the sensitivity of exports to the fluctuations in global trade. . Typically these ratios are calculated from the ex post data. Ex post ratios are mostly used for performance evaluation whereas ex ante ratios are often used for investment decision-making. 19 The equation is given as We will need to make a slight modification while applying investment-theoretic performance measures to evaluate countries' export performance; we will use the ex post export return in place of excess export return for a country or its portfolio. This is equivalent to assuming that the risk-free rate is zero. Thus, we use close variants of the Sharpe ratio 22 and the Treynor ratio 23 , which we will continue to refer as reward-to-risk ratios.
The best way to evaluate the risk-return tradeoff will be to compare these ratios with those of a portfolio of all the LAS countries and with those of the index.
Hypotheses
We wish to see whether export portfolios of all products of countries show divergent risk-return characteristics. We wish to describe whether their risk, described by two measures of volatility (own-volatility and market-based volatility) earns commensurate returns. The countries serve the role of assets and return on exports of the countries serve as asset returns. Given these methodological necessities, the hypothesis can be stated succinctly as whether the betas of these countries are the same and whether the performance measures are the same.
We wish to examine three things. First, we want to examine the behavior of the betas of the countries and collectively their portfolio. We have already mentioned that the beta shows the sensitivity of the export earnings to the index. 
Expected Results
If exports of the LAS countries are treated equally in global trade, then we should get the result that all countries' exports are equally sensitive to the aggregate exports of the world and the risk-return tradeoff is similar for them. If, on the other hand, these countries are treated differently (because of intrinsic differences), then we should get the result that their sensitivity to the aggregate ex- 22 In the context of this study, we need not use the risk-free rate. Alternatively, f R may be considered equal to zero. Therefore the Sharpe Ratio becomes i i R σ where i R is the arithmetic average of the returns for country or portfolio i and i σ is the standard deviation of the returns for country or portfolio i. 23 In the context of this study, we need not use the risk-free rate. Alternatively, f R may be considered equal to zero. Therefore the Treynor Ratio becomes i i R β , where i R is the arithmetic average of the returns for country or portfolio i and i β is the measure of market-related risk.
ports of the world and the risk-return tradeoff is different. The implications for economic policy, industrial policy, business policies, social policies, etc., will be different in these two cases overall and different for individual countries. These implications are discussed in later sections. Table 7 gives the single index model estimates for the countries and the portfo- As highlighted on Table 7 On the other hand, low betas for both Lebanon and Jordan also reflect the low competitive nature of their export portfolio composition, i.e., these two countries are not fully responding to global trade trends, consequently they are not able to take full advantage of global trade opportunities. Contrastingly Morocco's export portfolio beta shows that that the country follows trade trends.
Results
In sum, 13 out of the 21 LAS countries, all of them oil-exporting nations,
show betas higher than the market beta. This constitutes a higher sensitivity and thus volatility of their export earnings. On the other hand, countries with a higher share of manufactured products shows a much lower level of volatility, although again there are substantial differences among countries. Moreover, it is important to mention that the "what you export matters", i.e., manufactured exports with a larger global market and higher value-added tend to also benefit nations with betas closer to the global market beta ( [35] ). Figure 1 illustrates the Sharpe ratio for the LAS countries, the portfolio of all countries and the world index. Adjusting for risk, Qatar shows the highest Sharpe ratio denoting a performance superior to the index, followed by UAE and Bahrain. Note, however, that these countries are naturally able to create export portfolios, i.e., the composition of their exports that allow them to have a higher Sharpe ratio which is not possible for Comoros and Syria. Countries with high levels of manufactured products in their export portfolios also fared rela- grouped by Syria. Iraq is the outlier in the group. Comoros (COM) and Djibouti (DJI) are outliers because they have a negative beta. Figure 2 shows that Treynor ratios are tightly bunched thereby causing some overlapping points.
The next section provides some caveats for interpretation and discusses policy implications.
Caveats and Implications for Policies
The results mentioned in the earlier section are more or less not unexpected.
We have done what we had set out to do, i.e., explore empirically the performance of exports (or export earnings) of countries comprising the Arab League. This brings us to the composition of exports. As detailed in Table 2 and Table   3 , in general a diversified portfolio of exports helps a country's development.
The oil-exporters have done well mainly because energy is the engine of global economy. The contrast between Figure 1 and Figure 2 is eye-catching in terms of volatility of export earnings. Note that the aim of the present research is export volatility and export composition. We have added the information on globalization and socio-politico-economic indicators of the countries of the Arab
League. An analysis of these factors and their relationship to economic growth is beyond the scope of this paper.
Nevertheless, the LAS countries require special attention. We provide some salient policy implications in the next section.
Arab League's Structural Challenges
The LAS countries face a number of economic and social structural challenges.
Some LAS countries have been more effectively addressing them than others. A number of these challenges have a direct impact on these countries' economies and export performance. Thus, the transition from an oil and natural gas producer economy to a knowledge-driven economy is of paramount importance to reposition LAS in the global economy. Thus, increasing the complexity of their economies, enhancing their innovation and economic competitiveness, and designing new development pathways are becoming a major priority for these economies ( [43] . This categorization for a bloc with stupendous natural resources whose demand is relatively less price-sensitive is astonishing.
This categorization is expected to worsen with the continuing strife in the region and expense of a country's wealth on unproductive uses.
The establishment of an innovation and R&D mindset that permeates the whole of these economies is also a pre-condition for the embracing of an alternative growth path strategy such as knowledge-driven economic strategy. The increasing economic diversification, stressing more value-added products and services, is of paramount importance in the process of embracing entrepreneurship and job creation. Such a strategy would deepen the integration of the LAS economies in the global supply chain of services and products. In light of this, the creation of a quadruple innovation helix bringing together the private sector, government, academic and research units and consumers will deepen and expand innovation and knowledge driven efforts ( [43] [45] [46] ).
The erection of innovation systems for a number of Arab League nations will have a positive impact on productivity gains, increase in the share of technology content on these countries' exports, amongst other economic and social impacts.
These countries also need to address the challenge of "brain drain". It is estimated that more than 50% of students do not return to their countries of origin thereby further compromising these countries' ability to create innovation systems. The number of patents and levels of investment on R&D will need a boost.
Thus, the creation of dynamic innovations systems in these economies may help to retain and to reverse the brain drain trend ( [30] ).
Initiatives such as the exploration of alternative energy sources to meet in- 
2) Job Creation
One of the most pressing issues facing the region is the high rates of unemployment, in particular, youth unemployment ( [48] ). Changes aimed at diversifying the economic structure of these countries, putting a premium on manu- 24 Comoros, Djibouti, Iraq, Somalia, Sudan and Syria do not enough information for classification.
facturing and service industries stressing value-added, with a high capability of utilizing local labor may provide one of the answers to this issue. Novel ways for labor absorption will need to be implemented.
With an average of 30% youth population unemployment, the region is not creating a hopeful future environment for its youth, further compromising social stability. Efforts need to be made to design educational triple helix arrangements, where the private sector, educational institutions, and local governments interact to develop synergies in order to provide workers with a more competi- 
4) Millennium Development Goals
It is well accepted that the "Arab Spring" was a result of unemployment, income-inequalities, poor quality of government services, lack of political and economic transparency, and governance issues ( [27] [51]).
The LAS countries are substantially lagging in their Millennium Development
Goals. Issues such as hunger and undernourishment, poor access to health care services, and access to water plague a number of countries in the region ( [51] ).
Fostering labor-intensive industries in conjunction with capital-intensive ones, and stressing educational opportunities and fostering gender equality opportunities could be major steps towards building a more inclusive and equitable society in the region, helping to address a number of the millennium goals for the region. It is clear that actions need to be taken to lower the income-divide present amongst the LAS countries. forms is necessary.
6) Developing Exports of Creative Goods and Services
The peoples of the LAS countries have the history and traditions of millennia behind them for creativity. The colonial past or the current warfare is unlikely to dim the innate genius of Arabs for creative goods and services and trade therein.
While the governments are implementing the recommendations made in Section 8.1, we recommend that simultaneously they undertake to promote industries devoted to creative goods and services. Global trade in these is increasing rapidly. The League can easily leapfrog other individual countries and trading blocs if policies are developed and implemented collectively. Since the early 1990s, the increasing exposure of the LAS countries to globalization forces has provided additional pressure on their economic policies. The lack of effective economic and social policies and strategies to integrate these 25 As if this were not enough, China, India and other 19 countries founded the Asian Infrastructure Investment Bank (AIIB) to speed up the process of targetted FDI where the targets are the infrastructure projects in the Asia region. countries more effectively into the global economy has stressed their economies and societies. Factors such as the lack of attention to human capital development and productivity enhancement, the lack of effective, transparent and efficient institutions, the poor infrastructure development in non-GCC countries, and macro-and micro-economic instability in non-GCC countries have contributed to a severe income and social amongst the LAS countries ( [52] ).
Conclusions and Final Remarks
In sum, growth remains imbalanced in the region and fragile in a number of non-GCC countries. Growth in oil-importing countries is lagging behind growth in oil-exporting countries. Morocco is an exception amongst non-oil exporting countries, helped by tourism and exports of manufactured products and high-tech products. In addition, increasing security and political instability is- 
